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1 . FCO GAVE US FURTHER DETAILS JANUARY 20 ON EOREIGN 
SECRETARY CALLAGHAN'S SURPRISE DECISION TO WITHDRAW 
ERIGATES AND NIMRODS. DESPITE BRITISH HOPES TO THE 
CONTRARY, LUNS DID NOT RETURN EROM ICELAND WITH ANY PRE- 
CISE ASSURANCE EROM GOI THAT ICELANDIC HARASSMENT OE 
TRAWLERS WOULD END WITH DEPARTURE OE ROYAL NAVY EROM 
DISPUTED WATERS. RATHER, HE INDICATED TO BRITISH HIS 
PERSONAL" BELIEF THAT UK CONCILIATORY ACT WOULD BE 
RECIPROCATED Y GOI. LACING CONTINUED DETERIORATION OE 
SITUATION, AND PROBABLE BREAK IN RELATIONS, CALLAGHAN 
DECIDED TO GAMBLE THAT ICELANDERS ALSO WANTED TO AVOID 
CONTINUANCE OD WORST CASE SCENARIO. 

2. FOREIGN SECRETARY'S DECISION TO PULL OUT NAVY WAS 
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BASED ON THREE SPECIFIC CONSIDERATIONS: (I) THE WISH TO 
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ISOLATE THE RADICALS IN THE GOI AND SUPPORT, THROUGH THIS 
CONCILIATORY GESTURE, THE MORE MODERATE VIEWS OF PRIME 
MINISTER HALLERIMSSON; (2) THE DESIRE TO SHOW ITS NATO 
ALLIES THAT BRITAIN, IN THE FACE OE ICELANDIC RIGIDITY, 

WAS WILLING TM MAKE EVERY REASONABLE EEFORT TO RESOLVE 
THE DISPUTE; AND (3) THE BELIEF THAT IF IN THE EACE OF 
THIS BRITISH MOVE. THE ICELANDERS CONTINUED TO REFUSE 
COMPROMISE, NATO OPINION, AT PRESENT ON THE SIDE OF 
ICELAND, WOULD SHIFT TO THE UK. 

3. HMG IS UNDER NO ILLUSION THAT EVEN IF NEGOTIATIONS 
ARE RESUMED lAELANDERS WILL BE IN MOOD TO COMPROMISE ON 
TONNAGE. ONE SOURCE IN FCO SAID IT WOULD BE SIGNIFICANT 
ACHIEVEMENT IF GOI REESTABLISHED ITS EARLIER OFEER OF 
65,000 TONS. EVEN SO, BRITISH, WHO CONTINUE TO ALMOST 
PLAINTIVELY EXPRESS THEIR DESIRE TO REACH 
SETTLEMENT, RELIEVE THEY HAVE NOW DONE EVERYTHING IN 
THEIR POWER - SHORT OE ABSOLUTE AND HUMILIATING 
CAPITULATION - TO TRY TO AVOID A BREAK IN RELATIONS 
AND EURTHER DAMAGE TO NATO SOLIDARITY. IT IS NOW. THEY 
SAY, UP TO ICELAND. 
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